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SECTION 1
WHAT IS A 501(C)(3)
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PROS AND CONS OF A 501(c)(3)
���� Pros ���� Cons
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Introduction

Many organizations in Missouri are doing great things for their communities.
Some are doing things on a large scale, building community centers, industrial
parks, retail developments, housing programs and other projects with major
impacts on the development of their communities. For most of these groups the
decision to form a not-for-profit corporation and file for a 501(c)(3) tax
identification number is a relatively simple process. They may need exemption
from federal income taxes simply to manage the financial resources they have
gathered to implement and run their projects.

For many others (mostly smaller) organizations in Missouri, the decision
whether or not to incorporate is not as easy to make. These groups are also doing
very important projects in their communities. They may run educational
programs, neighborhood organizations, and civic and recreational projects.

There can be many reasons a group may choose not to incorporate as a
501(c)(3) corporation. For instance, sometimes it may not take many resources to
run a smaller program so the financial advantages are not as great as they may
initially appear. Although it is not expensive, the cost of the application can
approach $500, which for many organizations may be a large portion of their
annual budgets. The additional accounting required to maintain the 501(c)(3) with
the federal government may also increase costs.

For organizations on a tight budget an alternative may be to work with an
existing community organization that already has a 501(c)(3). An existing
501(c)(3) corporation may be in a position to provide some of the fiscal
management for a group's activities. In cases like these, and others, the
advantages of a 501(c)(3) are not so great that a group is willing to address the
organizational and fiscal issues required for formal incorporation.

The intention of this workbook is to help a group make the decision whether
or not to formally incorporate. For those that do decide to incorporate, this hand-
book will take them through the process of getting incorporated in Missouri,
writing bylaws, and assembling the materials necessary to be considered for a
501(c)(3) by the Internal Revenue Service.

What is a 501(c)(3)?

A 501(c)(3) is a type of corporation recognized by the federal government as
an organization whose general purpose is educational, religious or charitable.

Some not-for-profit corporations will have very large budgets (some hospitals,
churches and universities operate as 501(c)(3) corporations) and still rely on a
level of public support over and above the money the corporation generates in
order to continue providing their services.

The general purpose of a 501(c)(3) seems very simple and it is not terribly
complicated. However, the IRS has a fairly rigorous application process where it
uses the information provided by an applicant to determine whether an applicant
is a business whose purpose is in fact educational, religious or charitable.

501(c)(3) not-for-profit status is desirable for many corporations because there
are a number of benefits -not the least of which is that the qualifying organization
has no federal tax liability. Most organizations will need to file a federal tax
return (Form 990) annually but this is primarily to communicate to the IRS how
much was earned in the fiscal year, from where it came and for what it was used.
This helps the IRS verify that the organization still meets the requirements of a
501(c)(3) regarding the use of resources.

Many organizations
will start the

incorporation
process, even submit
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Do I need a 501(c)(3) for my not-for-profit organization?

Many organizations will start the incorporation process, even submit the
application, without ever really answering the question "Do I need a 501(c)(3) for
my organization?" Often, a 501(c)(3) is required for a grant program, or
sometimes a group is really interested in having the tax identification number so
they can offer federal tax deductions to contributors. These may be compelling
reasons for some organizations and are viable reasons for considering filing for
501(c)(3) tax exemption. However, achieving 501(c)(3) status is not some sort of
nirvana for a not-for-profit corporation. There are costs associated with obtaining
and maintaining a 501(c)(3) corporation.

These costs can often offset the benefits associated with having the 501(c)(3).
For small organizations these costs can be fairly extreme. Any discussion about
applying for a 501(c)(3) should include a look at both the benefits and the costs.

Benefits of a 501(c)(3)

There are generally three principal benefits to an organization that files for a
501(c)(3):

• The organization becomes exempt from having to pay federal taxes on the
income of the corporation;

• is allowed to offer federal tax deductions to qualified donors;

• and, may be eligible for a large number of grant programs.

Each of these reasons needs to be closely considered before making the
decision to incorporate, particularly for organizations with limited resources.
501(c)(3) corporations don't pay taxes on their income.

This is a particularly important benefit to a large organization.  Most not-for-
profit organizations with annual operating budgets of less than $5,000 per year
are automatically exempt from federal income taxes and do not need to make
application for a 501(c)(3). If an organization needs only to be exempt from tax
liability then they simply need to be incorporated as not-for-profit in their state if
their annual revenues are less than $10,000 per year.  In many cases they won’t
even need to file the annual form 990 tax return.

In order to receive the other benefits of incorporation, a group (even a small
organization) will need to make application for an exemption letter.  The
exemption letter is the letter the organization receives from the IRS after the
application has been accepted and 501(c)(3) status has been granted.  When an
organization has a copy of this letter, they can access the other benefits of
501(c)(3) status. 501(c)(3) corporations assure potential donors to the
organization that their contributions will be tax deductible.

Contributions made to 501(c)(3) corporations by businesses and individuals
are deductible from their federal income taxes.  Businesses and individuals
contribute billions of dollars each year to not-for-profit corporations. In return
they get to deduct their contributions from their annual income taxes. These
contributions are the lifeblood of many charitable organizations. This feature of
the 501(c)(3) distinguishes it from the other not-for-profit classifications, such as
business associations 501(c)(6) and trade groups 501(c)(4).
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Grant programs are important revenue source for not-for-profits.

These programs can come from public agencies or private foundations. Most
of these funders will require that a not-for-profit have a 5Ol(c)(3) in order to be
eligible for their funding. Sometimes this requirement is legal. That is, they must
require the 5Ol(c)(3) in order to participate in their program. Other times it is
done mainly to make their jobs easier. For example, foundations are usually
required to fund programs that meet the purpose of a 5Ol(c)(3) (educational,
charitable or religious organizations). However, there is nothing that requires
them to only fund 5Ol(c)(3) corporations. In the case of a foundation it is always
a good idea to talk to someone at the foundation about the project that needs
funding before making the commitment to get the 5Ol(c)(3) in order to be eligible
for their program. In some cases they may waive that requirement if it is a fairly
small project and the organization can convince the foundation that it operates the
same as a 5Ol(c)(3).

Although the fiscal benefits of a 5Ol(c)(3) can be considerable, it is important
not to rush into the application process. It may be possible by working with other
existing organizations in the community or by carefully researching potential
funders to get all of the same benefits with fewer of the hassles that can be
inherent in the management of a 501(c)(3). Many educational institutions and
churches have the 5Ol(c)(3) designation. If these existing institutions are willing
to help, it is normally a good idea to partner with them to gain access to the
benefits of a 5Ol(c)(3) while a new organization is developing its structure.

Questions that a group should consider before filing for 5Ol(c)(3) include:

What do we want to accomplish?

When a group has decided what it wants to accomplish and defined its
specific purpose, many other decisions, such as whether to incorporate, can
become obvious. In discussing this question a group needs to look at not just the
specific projects but what the role of the organization will be in developing and
implementing those projects. For instance, a group may decide that it wants to
improve housing for low-income families by developing a new affordable
housing project. In this instance, if the group is going to be the developer, they
may need to incorporate and get a 5Ol(c)(3) since there are many financial
responsibilities associated with managing a housing development.

However, the same group may decide a more appropriate role for their
organization would be to identify the families who would be good candidates for
the new housing and develop programs to prepare these potential homeowners for
home ownership. It may be possible to put together a first-rate program that plays
a key role in the project but does not necessarily require a lot of fiscal resources.
In this instance, working with someone else in the community as the developer
(such as a community development corporation) may make it possible to play a
key role in the community without needing to get the 5Ol(c)(3).

How can we best organize to meet our goals?

No magic formula for creating a model not-for-profit organization exists.
It is not possible to pick up a book of organizational structures/models and
find one that will work perfectly. Even the organizational structures of
groups doing essentially the same kinds of work will not necessarily be
appropriate for another group of people who want to do some of the same
kinds of things because the structure needs to represent the various needs of
the members as well as the mission of the group.
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Organizational structures should reflect the decision-making needs and styles
of the people who comprise the organization. As a group's membership,
leadership and organizational purpose change, it is likely that the organization's
structure also will need to change. Thus the structure should be flexible.

Groups need some flexibility in how they organize in order to deal with
change. Once an organization has decided what it wants to accomplish, it should
try to find a way to do their work for awhile before deciding on the type of formal
organizational structure they want to adopt.  It can be very difficult for a group to
change its organizational structure once the group puts it in place

Occasionally a group will know immediately that they will need to obtain a
501(c)(3) and they will make an application. I these cases the purpose is clear and
the organizational structure is apparent. This can be particularly true of a group
that is intending to provide a single service to an easily identified clientele. An
example may be to provide temporary shelter to homeless single mothers with
children under the age of five. The purpose is clear. They may simply want to
form a perpetual board of directors, adopt a fairly standard set of bylaws and
apply for a 501(c)(3) so they can get on with their work. However, for most
groups the formation of a not-for-profit will be more of an evolutionary process.

Often a group may form in response to a change in the community, a sudden
influx of new immigrants to the community due to a new plant opening or the
sudden exodus of many community members due to a plant closing. Usually there
is a catalyst. An informal group will be created to address the specific needs
presented by this catalyst. In Missouri there were many of these groups that
formed informally during the big floods in 1993.

After the initial need has been met (sometimes successfully) the group will
often look for something else to do that uses the energy and abilities of the group.
Sometimes the group will decide to institutionalize so it can be better prepared
next time. Whatever the reason, the group decides it wants to continue and it
wants to grow, to involve more people and to attract more money.

Up to this point the group has operated rather informally. It may borrow an
office from another organization, use volunteers for the project(s), accept small
donations from other organizations and make decisions on an ad hoc basis. It may
not even have a chairperson to call the leader. Everything seems to be working
well. There is lots of energy and things are getting done so there has been little
need for any formal kind of structure.

As time goes on the scope of the organization may broaden as it raises more
money or as projects become more sophisticated. Management issues such as who
is in charge or who is responsible for managing the funds emerge as priorities.
There is a need to have someone in the organization pay attention to those details.
Sometimes a group can get by for awhile by affiliating with another existing
organization that can take care of some of the management issues. There are
many cases of groups in Missouri that were affiliated with a chamber of
commerce or another traditional community organization. Sometimes this
relationship can continue for a long time. Other times the group continues to grow
and feels that it needs more independence or has a mission different enough from
its sponsoring organization, so it decides to incorporate as a new group.

At this point the group is making a transition from an informal organizational
structure to a more formal organizational structure in order to put in place the
decision-making structures necessary to effectively run a corporation. This can be
particularly true for a group that has been together awhile, has a number of
accomplishments and views the establishment of a 501(c)(3) as simply a natural
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step in its growth and development. Formal structure changes some of the
dynamics among the participants. Whenever a formal structure is put into place
there is always going to be a loss somewhere. Usually it will be some loss of
enthusiasm and creativity that comes from a free-wheeling association with few
rules and structures.

Many examples exist of groups that have been successful for years with little
or no formal structure and just as soon as they formalize the organization's
structure, the group dies or changes dramatically. This usually happens because
the structure has become too formal too fast. The people who enjoyed
participating no longer enjoy it because there are too many rules in place, or the
organizational maintenance requirements of the formal organization leave little
time and energy to carry out projects.

An essential organizing question that needs to be considered when a group is
contemplating the transition to a formal structure is a question of balance. One of
the principal challenges for an organization is to develop organizing structures
that still encourage the creativity generated in an informal environment. This can
be a difficult balance to achieve. It is best addressed by moving slowly and
carefully defining the purpose of the group. It is critical that the organizational
structure facilitates the work and purpose of the group. If the structure doesn't
make it easier for people to participate and accomplish what they came together
to do, then it is the wrong structure and needs to be changed.

How will we make decisions?

This is a question that every group needs to spell out clearly in its bylaws. If
a group doesn't have bylaws, bylaws will need to be developed as part of
becoming a formal organization. The bylaws should clearly spell out how
decisions are made, especially for a newer group contemplating the transition
from a looser, informal setting to a more formal organizational structure.
Reaching consensus on how decisions will be made about the allocation of
resources is particularly important. Who is responsible for spending decisions?
Is there going to be a governing board? Will there be paid staff?

Can our organization manage the accounting necessary for a 501(c)(3)?

Many times a small organization does not have the accounting procedures in
place to properly administer a 501(c)(3) corporation. The accounting procedures
needed do not have to be sophisticated, but they do need to be accurate, consistent
and well monitored. Oftentimes an organization will have a corporate structure
that elects new officers every year, including a treasurer. There are several
potential problems with this type of system for a 501(c)(3). For instance, when
there is the potential for a new treasurer every year, it is inevitable that eventually
someone will get the job that is not qualified or does not have the experience
necessary to maintain the 501(c)(3). There have been instances where a series of
treasurers (over two or three years) were elected who knew very little about
maintaining a 501(c)(3) and let the tax status lapse. In other instances, the
bookkeeping systems changed every year with each treasurer causing problems in
maintaining any consistency in record keeping. Establishing a consistent and
accurate record-keeping system is a key ingredient in being able to manage a
501(c)(3).

Most 501(c)(3) corporations will have to file a Form 990 annually with the
IRS. It is like a tax return for 501(c)(3) corporations. It is not a complicated
process unless the corporation is receiving funding from a variety of sources,
has employees, and/or holds assets such as property, stocks and equipment. The
more sophisticated the revenues and expenditures the more serious the need for
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assistance with accounting.  The small not-for-profit with no employees and an
annual budget of less than $10,000 per year can function well without a
professional accountant.

However, they will still need a carefully crafted accounting system that
establishes a regular accounting period and a stable board structure. For instance
a number of organizations will develop a board structure that elects officers
every two years. They stagger the terms so that there is some assurance that
there is always someone on the board familiar with the accounting from one
year to the next. This type of approach provides much more stability than one
that elects officers every year.  It is critical that an organization considering the
establishment of a 50l(c)(3) grapples with how it is going to manage its
resources even if there are not many resources to manage.

Incorporating as a not-for-profit corporation

When a group decides to formally organize as a not-for-profit corporation it is
usually facing up to four different levels of the process, beginning with forming a
corporation in the state of Missouri and ending with the filing of the application
for the 5Ol(c)(3) with the IRS. Along the way a group will need to write bylaws
and obtain a federal tax identification number. These four processes are all
independent but necessary to receive a 5Ol(c)(3).

 The process of incorporating as a not-for-profit corporation in the state of
Missouri is often confused with the Federal 501(c)(3)application process.
Incorporating in Missouri as not-for-profit does not automatically make an
organization a 501(c)(3) corporation.  The 501(c)(3) process is separate from the
process of establishing the not-for-profit in Missouri.  Getting incorporated in
Missouri is a first step.  Page 24 has a graphic that illustrates the various steps in
getting a 501(c)(3) designation.

The confusion stems from the not-for profit designation.  In Missouri,
incorporating will exempt a not-for-profit from state income taxes but not federal
income taxes.  If the organization is small (less than $5000 income per year) then
they may also be exempt from paying federal income taxes without applying for
501(c)(3) designation.  However, they will still need to go through the 501(c)(3)
application process if they want to receive the other benefits of being incorporated
as a 501(c)(3) such as offering donors tax deductions.
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Additional Resources

The following are some additional contacts that may be helpful:

Secretary of State

This office can answer questions about incorporating in the state of Missouri as
a not-for-profit and provide the applications and amendment forms. There are
four sites in Missouri:
Missouri State Information Center Wainwright State Office Building
600 W. Main / PO Box 778 I11 N. 7th Street, Room 225
Jefferson City, MO 65102 St. Louis, MO 63101
(573) 751-2359 or 751-4544 (314) 340-7490

Springfield State Office Building Kansas City State Office Building
149 Park Central Square, Room 1019 615 E. 13th Street, 5th Floor
Springfield, MO 65806 Kansas City, MO 64106
(417) 895-6330 (816) 889-2925

Employer Identification Numbers

If your corporation needs an Employer Identification Number (EIN) an
application may be obtained and sent to the address listed below. This application
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may also be made over the telephone by calling the number listed after the
address. If you do file an application over the telephone it will still be necessary
to submit the paper application in order to assure that the employer identification
number is valid.  An EIN is required for all 501(c)(3) applications regardless of
whether your corporation has employees.

Attention: Entity Control
Stop 57A
2306 E. Bannister Road
Kansas City, MO 64131
(816) 926-5999

Internal Revenue Service

The application for the 501(c)(3) (Form 1023 and others) and all supporting
documents must be sent to the address below (with the appropriate fee).

Internal Revenue Service
P.O. Box 192
Covington, KY 41012-0192
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SECTION 2
CREATING YOUR

ORGANIZATION’S BYLAWS
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I. What is the name of the organization?

II. What is the purpose or mission of the organization?

III. What kind of corporate structure will be established?

IV. Terms and election of directors

V. Membership

VI. Officers

VII. Committees

VIII. Amendments

IX. Parliamentary Authority

BYLAWS—THE RULES OF THE GAME

An organization's
success depends
in large part on
how well it goes

about establishing
its structures and

methods for
making decisions
and implementing

the programs it
develops.
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Establishing a set of governing bylaws

Establishing a set of agreed upon principles and rules that govern the work of an
organization can be one of the most painful and difficult processes any
organization attempts. However, an organization's success depends in large part
on how well it goes about establishing its structures and methods for making
decisions and implementing the programs it develops. In fact, a well-developed
set of bylaws will facilitate the work of the organization.

Adoption by the membership of the organization of an agreed upon set of rules
that guide the conduct of the organization may also make difficult decisions less
divisive. A well-developed set of guidelines for decision-making can make it
easier to discuss difficult issues without the debate getting personal and causing
irreparable damage to the relationships among the leadership of the organization.
There are many instances where confusion over how decisions would be made or
who was responsible for certain decisions have caused otherwise effective
organizations to disintegrate.

The following are some common questions most groups need to consider as a first
step in establishing a governing structure:

I. What is the name of the organization?

II. What is the purpose or mission of the organization?

III. What kind of corporate structure will be established?

A perpetual board? Membership? Other?
Who are the initial board members?
Will there be an annual meeting?
Where and when will the annual meeting be held?
Where and when will regular meetings be held?
What are the meeting notice requirements?
What constitutes a quorum for a meeting?
How will decisions be made?
What role will committees play?

IV.  Terms and election of directors

If there will be a board, how many directors will there be?
What is the role and responsibility of a director?
How long are the terms?
How are they replaced and/or removed?
How is the size of the board increased or decreased?

V.  Membership

If there are going to be members, what are the criteria for membership?
Will there be a fee for membership?
What will be the relationship between members and decision-making?
What can members expect from the organization?
What are the expectations for members?
Are any groups of people being excluded from membership by virtue of
their race, sex, national origin or income?

A well-developed set
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VI. Officers
If there are going to be officers, how many are needed?
What are the criteria for being an officer?
What are their responsibilities?
How long are their terms?
Will there be term limits?
How are officers replaced or removed?

VII. Committees
What is the purpose for a committee?
How will committees be formed?
When will they meet?
How should they interact with the board?
How will they make decisions?
Who can serve on a committee?

VIII. Amendments
How often will the bylaws be reviewed?
What is the process for amending the bylaws?

IX. Parliamentary authority
Is there a set of rules or decision-making tools that can be referenced in
situations when a decision-making impasse is reached?

There are two general approaches to writing bylaws, the perpetual board and
the membership organization. The perpetual board of directors model is where the
board of directors is the organization. At the other extreme, is the membership
model where the organization is an open group and the leadership is chosen from
the group. Most not-for-profit corporations have organizational structures that lie
somewhere in between. There may be a member organization with some sort of a
board of directors.

We will briefly discuss how each of these models broadly addresses articles
listed about

I. WHAT IS THE NAME OF THE ORGANIZATION?

Article I -Name
(Board and Membership Model)

The name of the organization shall be the "__________________
Community Association." It shall incorporate under Missouri statutes for
not-for -profit corporations.

The title requirements do not differ between the membership model and the
perpetual board model.  It is important to use exactly the same corporate
name on all the various paperwork used to file for incorporation.
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II. WHAT IS THE PURPOSE OR MISSION OF THE ORGANIZATION?
Article II –Purpose

 (Board of Directors Model)

The “__________  Community Association” is aware of the many
challenges facing the community of  __________.  The purpose of this
association is to build partnerships between the city of  _________ and the
residents of the community and other organizations that can provide support
to the community’s development efforts.

The __________ Community Association is dedicated to improving the
quality of life for the residents of the City of  __________, assuring access
to available resources and services.

Article II – Purpose
 (Membership Model)

The __________ Community Association is a coalition of local
agencies, organizations, and institutions that serve the general welfare,
health, education, and other social needs of our community.  The
__________ Community Association is dedicated to improving the quality
of life of community residents and assuring the access of those residents to
available resources and services.

There are generally few differences in how the models approach the
purpose.  Where they will generally differ is in how they accomplish the
work.  In a membership model they will almost always involve the members
of the organization in the work and what they would like to accomplish.  In
a board model they generally focus on defining a specific purpose for the
organization that relates to some specific community issue.

III. WHAT KIND OF CORPORATE STRUCTURE WILL BE
ESTABLISHED?

Article III – Board of Directors
(Board of Directors Model)

Section 1. Management
The affairs of the corporation shall be managed, supervised, and

controlled by a self-perpetuating board of directors consisting of not less
than three (3) and not more than (15) persons (as decided from time to time
by the board of directors) in a manner specified in section 2.

Section 2. Meetings
The annual meeting of the board of directors shall be held on the second

Thursday of the month of January.  All meetings of the board, regular or
special, shall be held at the principal office of the corporation, or at such
time and place within or without the State of Missouri as shall be
determined by the chairperson or, if not designated by the chairperson, then
as determined by the board of directors.  The annual meeting shall be held
for the purpose of electing officers and directors and transacting other
business as may come before the meeting.  Special meetings of the board of
directors may be called by or at the request of the chairperson, or in the
absence of the chairperson, by the secretary, or any two directors.

Membership Model

Board of Directors
Model

Board of Directors
Model
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Members of the board of directors or of any committees designated by
the board of directors may participate in a meeting of the board or
committee by means of conference telephone or similar communications
technology whereby all persons participating in the meeting can
communicate with each other.  Participation in a meeting in this manner
shall constitute presence in person at the meeting.

Any action which is required to be or may be taken at a meeting of the
directors, or of any committee of the directors, may be taken without a
meeting if consents in writing set forth the action to be taken and are signed
by all members of the board or of the committee as the case may be. The
consent shall have the same force as the effect of a unanimous vote at a
meeting duly held and may be stated as such in any certificate or document.
The secretary shall file the consents with the minutes of the meetings of the
board of directors or of the committee as the case may be.

Section 3. Notice
Notice of any annual or special meeting shall be given at least five days

prior thereto by written notice delivered personally or mailed to each
director at such director's business or home address. If mailed, such notices
shall be deemed to be delivered when deposited in the United States mail in
a sealed envelope so addressed with postage thereon prepaid. Any director
may waive notice of any meeting. The attendance of a director at any
meeting shall constitute a waiver of notice of such meeting except where a
director attends a meeting for the express purpose of objecting to the
transaction of any business because the meeting is not lawfully convened.
Neither the business to be transacted, nor the purpose of any regular or
special meeting of the board of directors needs to be specified in the notice
or waiver of notice of such meeting.

Section 4. Quorum
Two-thirds of the incumbent members of the board of directors shall

constitute a quorum for the transacting of business at any meeting of the
board of directors.

Section 5. Manner of Acting
The act of the majority of the directors present at a meeting of the

directors at which a quorum is present shall be the act of the board of
directors unless a greater number is required under the Articles of
Incorporation, these bylaws, or any applicable laws of the state of Missouri.

The chairperson shall only cast a vote pertaining to decisions made by
the board of directors when a vote of the regular board members results in a
tie. In such an instance the vote of the chairperson is required.

A Board Model will
describe when it

meets, whom it will
serve, how the board
will make decisions,
how many directors

constitutes a quorum
and how people will

be notified of meeting
in Article III

Board of Directors
Model

(continued)
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         Article III -Membership
(Membership Model)

Section 1. Individual Membership Criteria
Individuals are eligible for membership in the __________  Community

Association if they meet any one of the following criteria :

a. reside in __________ community, and/or
b. employed by or volunteer with a community-based agency, or

organization or institution as defined in Article II (purpose), and
qualified in Article III, Section 2 (Affiliative Eligibility), and or

c. employed by an agency or location outside the community that
provides a significant level of services to local residents in those
areas defined in Article II (purpose) and qualified in Article III,
Section 2 (Affiliative Eligibility).

Section 2. Affiliative Eligibility
Entities with which affiliation make an individual eligible for

membership must meet the following criteria:
a. All services must be provided on a non-discriminatory basis.
b. b. The entity must provide services with the goal of improving the

quality of life for residents in the areas of welfare, health, education
and other social services.

c. The entity must have an active presence in the community, either in
the form of an established office or meeting place, or the regular
presence of a representative working in the community.

Section 3. Institutional Membership
Any agency, organization or institution which meet the criteria outlined

in Article III, Section 2, may join as an institutional member, entitled to a
single vote.

Section 4. Membership Dues
Annual dues of one dollar per individual or five dollars per institution

shall be assessed, payable at the beginning of the calendar year or at the
time membership is sought.

Section 5. Termination of Membership
Membership may be terminated voluntarily by the member or by the

Community Association under the following conditions:
a. Nonpayment of annual dues, and/or
b. failure to attend meetings for a period of six calendar months, and/or
c. just cause.

Article III is where the organization clearly defines what kind of organization
it is and how it will operate. A Board Model will describe when it meets, whom it
will serve, how the board will make decisions, how many directors constitute a
quorum and how people will be notified of meeting in Article III. Some of these
things need to be clearly spelled out because there are generally fewer people
involved, so any disagreements over how the organization makes decisions can
cause a great deal of harm to the organization itself. Things like what constitutes
a quorum and how people will be notified are important to spell out very clearly.
The annual meeting is important to the public. It is the annual meeting where the
organization holds itself most accountable to the public.

Article III is where
the organization

clearly defines what
kind of organization it

is and how it will
operate.

Membership Model
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A membership organization generally needs to focus more on how one
becomes a member.  They need to be certain that any membership requirements
do not discriminate against protected classes of citizens. This model has three
types of membership. This is most common when the membership is describing an
organization that will include people who represent other organizations.  There
are many variations depending on who is participating in the organization and
how the group wants to classify memberships.  The important thing to remember
is that you cannot use memberships as a way to exclude protected classes of
people and still be a 501(c)(3) corporation.

Both models include a termination clause. This is critical for an
organization. It may be difficult for organizations to reach quorum because some
people are not participating. A termination clause gives the organization some
flexibility that may be necessary in order to be able to conduct business on a
regular basis.

IV. TERMS AND ELECTION OF DIRECTORS

Article IV -Terms and Election of Directors
(Board of Directors Model)

Section 1. Terms
Each director shall be elected for a term of two (2) years, at an annual

meeting of the board of directors. Vacancies occurring on the board of
directors, including vacancies due to an increase in the number of directors,
may be filled by the directors then in office. Any director may succeed
himself/herself indefinitely.

Section 2. Vacancies
When vacancies occur, the board shall consider the following criteria

for the selection of board members:
a. Two-thirds (2/3) of board members shall be residents or business

owners in the City of __________
b. The board of directors shall regularly seek the advice and counsel of the

beneficiaries of all activities promoted by the Corporation in all its
decisions.

c. The initial members of the board of directors shall be:

(INCLUDE THE NAMES, ADDRESSES AND TITLES OF
ALL BOARD MEMBERS AT THE TIME THE BYLAWS
ARE ADOPTED.)

Section 3.  Removal
The board of directors may, by resolution adopted by a majority of the

directors, remove a fellow board member for just cause. If a board member
is absent from three consecutive regular meetings of the board of directors,
that board member may be removed by an action of the majority of the
board members present at a regular or special meeting.

Article IV -Membership Voting and Meetings
(Membership Model)

Section 1.  Voting
Both individual and institutional members are eligible to vote thirty

(30) days after initial membership dues have been paid. Once membership
has been established, by payment of dues and the waiting period, any

Membership Model

Board of Directors
Model
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member in good standing shall be entitled to vote on any issue put before
the __________ Community Association.

Section 2. Meetings
a) Called: Meetings of the __________ Community Association shall

be held on the first Monday of the month at 8:00 a.m. at the
__________ unless a different time and place is specified in the
monthly meeting announcement.

b) Quorum: Fifteen members shall constitute a quorum and the action
of a majority of the members present and voting shall be the action
of the __________ Community Association.

Section 3.  Special Meetings
a) Called: Special meetings of the __________ Community

Association may be called either 1) by the chairperson; or 2) by
order of five (5) members. Upon failure of the chairperson to act on
such a request or order within thirty (30) days it shall become the
duty of the vice chairperson to call the special meeting.

b) Notice: Notice of special __________ Community Association
meetings shall be given by the secretary to all members, either by
mail or  telephone. The notice shall state the date, time and place as
well as the purpose of the meeting.

c) Quorum: Fifteen members shall constitute a quorum for a special
meeting and the action of a majority of the members present and
voting shall be the action of the __________ Community
Association.

In this article there are few similarities between the two models. The board model
focuses on how the board will be formed and changed. It also lists who will be the
initial members of the board. Since there is no board in the membership model
they discuss some of the nuts and bolts decision-making policies. In the member
model note how it appears that most of the decision-making will be made by the
entire membership. In some cases the bylaws may give officers more control over
decisions. However, in this model the membership, through actions of the
members, can grant certain decision-making authority to its officers.

V. OFFICERS

Article V -Officers
(Board and Membership Model)

Section 1. Officers
a) Officers: The officers of the _________ Community Association shall

be the Chairperson, Vice Chairperson, Secretary, Treasurer and
Sergeant-at-Arms.

b) Term: Each officer shall take office at the January meeting and shall
serve for a term of two years.

c) Removal:  Motions requesting the removal of an officer for not
performing the duties of his/her office may only be entertained at a
regular meeting. The proposed action must be included on the pre-
meeting announcement agenda. Such action requires approval of two-
thirds of the membership present at the meeting.

d) Duties: The officers shall perform those duties customarily assigned to
the offices held.

Membership Model
(continued)

Board and
Membership Model
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1) Chairperson -The chairperson shall preside at the meetings of the
__________ Community Association, shall make committee
appointments, and shall otherwise be responsible for the conduct of
the business of the organization.

2) Vice Chairperson -The vice chairperson shall assist the chairperson
as may be requested by him/her, and shall perform the duties of the
chairperson or secretary in his/her absence or in the event of his/her
inability or refusal to act.

3) Secretary -The secretary shall be responsible for keeping the
minutes of the meetings of the corporation and distributing copies
of these minutes to all current members at least a week prior to the
next meeting.  They shall see that all notices are duly given in
accordance with the provisions of these by-laws; maintain a list of
members; and in general, perform all duties incident to the office
of secretary.

4) Treasurer -The treasurer shall be responsible for keeping and
receiving records of all the funds of the __________Community
Association; deposit such funds in a depository approved by the
officers; and pay authorized expenses upon order of the officers.

5) Sergeant-at-Arms -The sergeant-at-arms shall act as the
parliamentarian as defined in Robert's Rules of Order Revised. The
sergeant-at-arms shall be responsible for facilitating the meetings
according to Article IX a.

Section 2. Past Chairperson
The past chairperson shall serve as an ex-officio officer providing

assistance to the chairperson and other officers until a transition has been
completed.

These officer descriptions are fairly generic. The sergeant-at-arms is an
officer's position that is rarely used anymore as an official officer of an
organization. It was included here because the role of parliamentarian is an
important one that needs to be considered when putting the organization
together.  There may not be an officially designated parliamentarian as a member
of the executive committee but that role should be included somewhere.  Often it
is the parliamentarian who is the arbiter of disputes related to the rules of the
organization. It is an important function.

These descriptions should serve as a point of departure for deciding what
roles should be developed or ascribed for each of the officers. Actions of the
organization can further define the roles. One caution is to resist having too
many officers. Most small organizations can be effective with simply a
chairperson and a secretary/treasurer. It may become difficult for smaller
organizations to find enough candidates for some offices. In addition, the length
of term is critical. If an organization is going to be handling multi-year projects
and grants, then an ascension system is one recommended approach where the
only person elected each year is the treasurer. In the second year they become the
secretary and in the third the chairperson. Another approach is to elect officers
for at least two years and stagger the elections so that not all the offices are
changing at the same time. It is important that the board has some stability if
there will be multi-year grants and projects.

One caution is to
resist having too

many officers. Most
small organizations
can be effective with

simply a
chairperson and a

secretary/treasurer.

Board and
Membership Model

(continued)
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VI. COMMITTEES

Article VI -Committees
(Board of Directors Model)

The board of directors, as necessary, may designate regular or special
project committees, or such committees as designated by the chairperson.

a) The Chairperson of a committee shall be a representative from the
board of directors.

b) The chairperson of the __________ Community Association shall be an
ex-officio member of all committees.

c) Meetings of each committee may be called by its chairperson or by the
chairperson of the _________ Community Association on five days
notice to the members of the committee. Committees shall meet as
often as is necessary to conduct their business.

d) All committees shall keep brief minutes of committee meetings and
submit a summary of the minutes at regular board meetings.

e) The action of a majority of the members present and voting at a
committee meeting shall be the action of the committee.

f) Each board member shall be an active member of one or more
committees.

Article VI -Committees
(Membership Model}

The membership of the Community Association, as necessary, may
designate regular or special project committees; or such committees as
designated by the chairperson.

a) The chairperson of each committee shall be elected by members of the
committee or may be appointed by the __________ Community
Association chairperson.

b) The chairperson of the __________ Community Association shall be an
ex-officio member of all committees. At the chairperson's discretion,
the past-chairperson or vice chairperson may be asked by the
chairperson to serve in this role.

c) Meetings of each committee may be called by its chairperson or by the
__________ Community Association chairperson on five days notice to
the members of the committee.  Committees shall meet as often as is
necessary to conduct their business

d) All committees shall keep brief minutes of committee meetings and
submit a summary of the minutes at regular __________ Community
Association meetings.

e) The action of a majority of the members present and voting at a
committee meeting shall be the action of the committee.

Committees are critical to an organization. It is in committees where the
work is done. This may be especially critical for perpetual boards. It is in
committees where others from the community can get involved. Sometimes there
are requirements that a board member serve on the committee. Often it is a good
idea to have a board member serve on a committee (it is common to see them as
chairpersons) so that they can report progress of the committee to the rest of the
board.

What distinguishes
committees in a

membership
organization from a
board model is that

they are usually
comprised of the

membership and not
the general public.

Membership Model

Board of Directors
Model
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What distinguishes committees in a membership organization from a board
model is that they are usually comprised of the membership and not the public.
Sometimes they will include outside parties, but most of the time the committees
are used to organize the work of the membership.

In writing bylaws for committees it is critical that there be a way of making
the committee accountable to the rest of the organization. It is also important to
be able to eliminate committees that are no longer valid. Instead of creating
specific standing committees it may make more sense to have policies in place
that allow for the formation and elimination of committees. It helps an
organization make changes as needed.

VII. AMENDMENTS

Article VII -Amendments
(Board of Directors Model)

These bylaws may be amended by a two-thirds majority vote of the members
present and voting at any duly called meeting or special meeting of the corporation
called for that purpose. Each proposed amendment shall be presented at a meeting
prior to being voted upon and shall be printed in the minutes of that meeting.

Article VII -Amendments
(Membership Model)

These bylaws may be amended by a two-thirds majority vote of the Community
Association members present and voting at any duly called meeting or special
meeting of the Community Association called for that purpose. Each proposed
amendment shall be presented at a meeting prior to being voted upon and shall be
printed in the minutes of that meeting. Each proposed amendment shall specify the
date of its effectiveness and be presented at a meeting prior to being voted upon and
printed in the minutes of that meeting.

The organization must be able to amend its bylaws. It should not be too easy, but it
should be possible. It is helpful to have a provision included in the annual meeting section
that requires the leadership to institute a review of the bylaws on an annual or biannual
basis.

VIII. PARLIAMENTARY AUTHORITY

Article VIII -Parliamentary Authority
(Board of Directors and Board and Membership Model)

a) Robert's Rules of Order Revised shall govern the Community Association in all
cases in which they are applicable and in which they are not in conflict with
these bylaws.

b) b) The above bylaws are hereby adopted and made immediately effective by
affirmative vote by the undersigned directors this ___ day of ___, 20___.

Adopting a parliamentary authority like Robert's Rules of Order gives the
organization a fallback position ifsomething comes up that is not addressed specifically in
the bylaws.

Board of Directors
Model

Membership Model

Board and
Membership Model
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SECTION 3
COMPLETING

THE APPLICATION
FORMS
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APPLICATION STEPS

 STEP 1

 Creating
 the Formal
 Organization

 STEP 2

 Creating
 the 501(c)3

Informal Organization

Articles of IncorporationBylaws Federal I.D. No.

Formal Organization

FORM 1023 Application
Submitted to IRS

501(c)3 Determination
Review Process

501(c)3 Approval Letter
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MAJOR COMPONENTS OF A 5Ol(c)3 APPLICATION

Articles of Incorporation (approved by Missouri Secretary of State)
Bylaws
Federal I.D. Number (Employer Identification Number)
501(c)(3) Application Form
Supporting Document

This section of the book will provide specific guidance in
completing the forms to:

a. Incorporate as a not-for-profit organization in Missouri
(Pages 28-30).

b. Apply for 501(c)(3) designation from the Internal
Revenue Service (Pages 31-57)

One of the biggest points of confusion for many people
is to assume that once they have successfully completed the
filing of their organization's Articles of Incorporation with
the Missouri secretary of state's office that they are now a
501(c)(3) organization. This is not correct! To become a
501(c)(3) organization, the second step of completing the
Form 1023 Application and submitting it for approval by
the IRS must be completed.

As noted in section 1 the process of incorporating as a
not-for-profit corporation in the state of Missouri is often
confused with the Federal 501(c)(3)application process.
Incorporating in Missouri as not-for-profit does not
automatically make an organization a 501(c)(3)
corporation.  The 501(c)(3) process is separate from the
process of establishing the not-for-profit in Missouri.
Getting incorporated in Missouri is a part of a first step.

Step 1 is moving from an often loose, informal
structure to a formal legal structure with decision-making
and accounting procedures.   These procedures do not need
to be complex, but they do need to be accurate and well
maintained.  We have already talked about creating bylaws
which provide structure to the organization. The other two
components of Step 1 are the Articles of Incorporation
(which results from the state incorporation process and the
Employer Identification number.  The next few pages will
take you through those processes.

Completing the three phases of Step 1 (Bylaws,
Articles of Incorporation, and Employer Identification
Number) transforms the informal group into a formal not-
for-profit corporation.  However, the organization is still
not a 501(c)(3).  Many of the necessary prerequisites for
filing a 501(c)(3) are included in Step 1.  Step 2 includes
the actual process of filing the 501(c)(3) application.

Step 2 includes completing and filing the forms that the
Internal Revenue Service will need to review in order to
make the determination whether or not your not-for-profit
organization qualifies for  501(c)(3) designation

The remainder of this workbook will take you through
the steps of becoming incorporated in Missouri, filing for
an Employer identification number, and preparing the
application for 501(c)(3) designation by the Internal
Revenue Service.

Completing the
three phases of Step
1 (Bylaws, Articles
of Incorporation,

and Employer
Identification

Number) transforms
the informal group
into a formal not-

for-profit
corporation.
However, the

organization is still
not a 501(c)(3).
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THE APPROVAL PROCESS

Completing the application process is often not the end
of the line for the organization. In order to actually receive
501(c)(3) designation, the group will need to be approved
by the Internal Revenue Service. The time it takes to
actually receive an exemption once the application is filed
can vary.

Usually a group can plan on three to six months
before receiving approval. Occasionally a group will
receive it much more quickly, but most often it takes at
least three months.

Once the application is submitted, the IRS will assign
the application to an agent for review. The IRS agent will
study the application in order to determine that everything
(including supporting documentation) is included in the
application and to evaluate the application to see whether or
not it meets the exemption criteria for a 501(c)(3).

In most instances a letter will be sent back to the group
filing the application for the 501(c)(3) (specifically the
person identified on Page 1 of Form 1023) asking for more
information. The letter will almost always ask for more
information. Sometimes there is something missing or filled
out incorrectly and they will request the missing pieces.
Normally they will ask for further clarification on
something in the application.

They are most often interested in the responses to the
narrative sections in part II.  When determining who
should be listed on the application, it is always a good
idea to make sure the person who actually completed
the application is listed as the contact person on the
front of the application even if this person is not an
officer in the corporation. This will help facilitate the
process of getting the supporting documentation in a
timely manner.

In addition to the request for information the, IRS will
assign a due date. Please take this date seriously. If they do
not receive the materials they requested by the due date, the
IRS could cancel the application. The applicant would
forfeit their filing fee and have to start over.  If it is not
possible to get the work done by the due date, please make
sure that the contact person from the IRS reviewing the
application is notified. They will normally grant an
extension but it must be requested. The phone number of
the contact person will be included in the letter.

As a matter of course, once the group receives a letter
from the IRS it is a good idea to call that person and ask for
clarification. Sometimes the letter requesting more
information is vague or difficult to understand. Do not be
afraid to call and ask for clarity. Pay close attention to what
they say and then try to answer their questions as accurately
as possible. They will then take the new information and
continue reviewing the application.

Sometimes there will be a follow-up letter asking for
even further clarification. In fact, this can occur two or
three times. Try not to get discouraged. In most instances a
group can work out the differences.  Having said that, the
IRS may request some changes to the organization in order
to receive designation as a 501 (c)(3). They may suggest
changing some of the accounting or funding schemes of the
group. These requests need to be taken seriously.

If the process seems unfair or slow do not hesitate to
contact the congressional representative in your area. They
can be very helpful in expediting the process. Often, IRS
representatives are very busy and do not place a high
priority on reviewing 501(c)(3) applications. Congressional
representatives (or their staffs) can be very helpful in
getting clarification particularly in situations where a group
feels it is not getting a fair hearing.

Help is out there for groups that feel this may be too
big a project for its members. Sometimes it is free and
sometimes it is not.  For instance, an attorney's advice can
be very helpful, particularly as a person to review the
application to make sure that there are no glaring legal
mistakes. There are attorneys who will do these kinds of
projects for free, but it may take some time. Paying
customers generally get attention first.

Don't assume that all attorneys are familiar with
the 501(c)(3) application process. Be sure to ask them
about their experience. The Missouri Bar Association may
be helpful in finding attorneys who are interested in
working with not-for-profits. In addition to attorneys,
accountants will sometimes provide assistance to local
groups applying for a 501 (c)(3).

Once a group has met all the requirements, it will
receive a letter from the IRS notifying it that the group has
been approved. This letter will also spell out the conditions
of acceptance. Please read those conditions carefully and
take them seriously. The 501(c)(3) tax exemption can be
beneficial to an organization, but it is also a big
responsibility.
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Likewise, the IRS uses Form 990 as its annual
reporting requirements.  If your organization is designated a
501(c)(3) corporation then the organization will need to file
annual tax returns.  There are exceptions to this rule (if the
organization is very small) but for most groups they will
file a Form 990 with the IRS in the spring of each year
during the tax season.

Failure to complete both the state incorporation
renewal form and/or the IRS Form 990 every year could
place your state incorporation and/ or 501(c)(3) status in
jeopardy.
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INCORPORATING IN MISSOURI

When your organization has Articles of Incorporation filed with
the Secretary of State, it means your organization is recognized as a
not-for-profit corporation in the state of Missouri.

If your application is accepted, your corporation will be exempt
from paying taxes to the state of Missouri as long as your
organization meets the state's criteria. A copy of your Articles of
Incorporation should be included with your 501(c)(3) application.

Question 1 -The name of the corporation should appear exactly
as you want it to appear on all your records and transactions. This
name will identify your organization in all your dealings with the
state of Missouri and the IRS.

Question 2 -The state wants to know who is going to benefit
from the activities of your organization. Will the benefits be for the
good of the public or will they advance the interests of a membership
group or a specific segment of the population? This is important
because all 501(c)(3) applicants must be "public" benefit
corporations.

Question 3 -The answer here is usually "perpetual." If your
organization will be temporary, then you will write in the date you
want the corporation to end. If the intention is to create a permanent
corporation then write in “perpetual”. Writing “perpetual” does not
mean the corporation must go on, it just means at the time of
application there is no plan to terminate the corporation in the
foreseeable future.

Question 4 -The registered agent is the person the secretary of
state's office will communicate with on an annual basis. They need
not be an officer of the corporation. However, they do need to be
active in the organization. The registered agent will be the person
who receives the Articles of Incorporation and will receive the
annual renewal notice.

The annual renewal notice is a letter sent to all not-for-profit
corporations asking if they want to continue operating as a
corporation in the state of Missouri. This is usually a one-page
questionnaire the registered agent needs to complete, sign and return
to the secretary of state's office with the required fee. This is a simple
but critical job for the not-for-profit corporation. If your
organization is successful in obtaining 501(c)(3) status you must
keep the annual registration up to date or jeopardize the not-for-
profit status of the corporation.

Question 5 -The incorporators represent the corporation. They
can be officers and/or board members. There should be at least three
incorporators listed, but it is not necessary to include everyone who
will serve on the board. In fact, it is probably more manageable to
limit the number of incorporators to three or four because the
application will include original signatures for all the incorporators.

Question 6 - If the corporation maintains a membership this
should be marked "yes." If the corporation is the board of directors
model and there is no other membership, it is not technically a
membership organization, so "no" should be the response. How you
answer this question will not affect whether or not you will qualify
as a 5O1(c)(3), so feel free to answer either "yes" or "no."

Question 7 -Both the state of Missouri and the IRS are
concerned about what will happen to the assets of the corporation
should it decide to dissolve. Attached to the application (See page
titled "Important notice for Missouri not-for-profit corporations.")
should be a page that includes a list of statements that should be
included with your Articles of Incorporation Application.  One of
the statements is called "Dissolution Clause." This paragraph
must be included with your Articles of Incorporation if you
eventually want 501(c)(3) status. For question 7 write "see attached
dissolution clause" and submit a copy of the "Important notice for
Missouri not-for-profits corporations" with your Articles of
Incorporation

Question 8 –Please describe the purpose of your corporation. It
should be a short statement that describes why you are forming this
corporation. In addition, include the statement "see attached purpose
clause" which refers to the purpose statement described in the paper
called "Important notice for Missouri not-for-profit corporations."
This purpose statement must also be included with the Articles of
Incorporation if you want to apply for 501(c)(3) status.

Question 9 -Unless there is a specific date when you want your
corporation to officially begin, leave this question blank. If you leave
it blank, your corporation will begin on the date written on your copy
of the Articles of Incorporation when they are returned by the
Secretary of State.

Finally, have all the incorporators sign the application. You will
need to do this twice because the secretary of state will need two
original copies of the application. Make sure each application has a
copy of the statements mentioned in questions seven and eight
attached to them. Mail the two completed applications to the
Secretary of State at the address on the top of the application. Don't
forget to send the filing fee with your application. The amount of the
fee will also be written on the front of the application. One copy of
the Articles of Incorporation will be kept by the Secretary of State's
office for its records and the other will be returned to you. Once the
articles have the stamp of the Secretary of State on them then you are
an official not-for-profit corporation in the state of Missouri.

When you submit your application for the 5Ol(c)(3), you will
need to include a copy of the Articles of Incorporation with the
application.

Make sure that the copy of the Articles of Incorporation you
send to the IRS includes the page with the purpose statement
and dissolution clause attached to it. Otherwise, the processing of
your 501(c)(3) application will be delayed.
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IMPORTANT NOTICE FOR PERSONS FORMING MISSOURI
NOT-FOR-PROFIT CORPORATIONS

If you wish to obtain a 501(c)(3) tax-exempt status from the IRS please review the following instructions.

INSTRUCTIONS

In order to come within the purview of Section 501(c)(3) of the Internal Revenue Code you must include the
statements below in your Articles of Incorporation as filed with the secretary of state. PLEASE NOTE THAT YOUR
PURPOSE CLAUSE MUST INCLUDE MORE INFORMATION THAN STATED BELOW. THIS SAMPLE
CLAUSE JUST SATISFIES IRS PURPOSES AND IS NOT SUFFICIENT BY ITSELF FOR THE SECRETARY
OF STATE'S OFFICE. OUR OFFICE REQUIRES ADDITIONAL INFORMATION IN THE PURPOSE CLAUSE
THAT INDICATES WHAT THE CORPORATION IS DOING. After the secretary of state has returned the articles
to you, furnish a copy to the IRS when applying for the tax-exempt status.

PURPOSE: The corporation is organized exclusively for charitable, educational, religious or scientific purposes
within the meaning of Section 501(c)(3) of the Internal Revenue Code.

INUREMENT OF INCOME: No part of the net earnings of the corporation shall inure to the benefit of, or be
distributable to, its members, directors, officers or other private persons except that the corporation shall be
authorized and empowered to pay reasonable compensation for services rendered.

LEGISLATIVE OR POLITICAL ACTIVITIES: No substantial part of the activities of the corporation shall be the
carrying on of propaganda or otherwise attempting to influence legislation, and the corporation shall not participate
in or intervene (including the publishing or distribution of statements) in any political campaign on behalf of any
candidate for public office.

OPERATIONAL LIMITATIONS: Notwithstanding any other provisions of these articles, the corporation shall not
carry on any other activities not permitted to be carried on (a) by a corporation exempt from Federal Income Tax
under Section 501(c)(3) of the Internal Revenue Code of 1954 (or the corresponding provision of any future United
States Internal Revenue Law) or (b) by a corporation, contributions to which are deductible under Section 170(c)2 of
the Internal Revenue Code of 1954 (or the corresponding provision of any future United States Internal Revenue
Law).

DISSOLUTION CLAUSE: Upon the dissolution of the corporation, the board of directors shall. after paying
provisions for the payment of all of the liabilities of the corporation, dispose of all the assets of the corporation
exclusively for the purposes of the corporation in such manner, or to such organization or organizations organized
and operated exclusively for charitable, educational, religious or scientific purposes as shall at the time qualify as an
exempt organization or organizations under Section 501(c)(3) of the Internal Revenue Code of 1954 (or the
corresponding provision of any future United States Internal Revenue Law), as the board of directors shall determine.

Any such assets not so disposed of shall be disposed of by the circuit court of the county in which the principal office
of the corporation is then located, exclusively for such purposes or to such organization(s), as said court shall
determine, which are organized and operated exclusively for such purposes.
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APPLICATION

FORMS
� Form SS4 - Employer Identification Number (EIN)
� Form 8718 - User Fees for Exempt Organizations
� Form 872-C – Consent Agreement (2 Originals)
� Form 1023 – The Principal Application
� Schedules

Pages 32 – 57 will assist you in completing the forms
listed above
31 �
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APPLICATION FOR EMPLOYER
IDENTIFICATION NUMBER

In order to apply for a 501(c)(3) designation, a not-for-
profit corporation will need an employer identification
(EIN). The IRS will not consider an application that does not
have an EIN even if the corporation has no employees and does
not think it will ever have paid staff.

The SS-4 form is the application to be completed in order to
receive the employer identification number. If a group needs
the number quickly, it is possible to receive the number over the
telephone. The telephone number for corporations filing in
Missouri is (816) 926-5999. The application should be
completed before calling the IRS for an employer identification
number because they will ask for most of the information
contained in the application. In addition, the SS-4 form will still
need to be completed and filed with IRS in order to activate the
employer identification number assigned to the corporation.

When the application is completed it should be sent to:

Internal Revenue Service Center
Attn: Entity Control resource.
Stop 6800
2306 E. Bannister Rd.
Kansas City, MO 64999

FORM SS-4 APPLICATION

This is the same form any business or commercial entity
needs to complete to get an employer identification number, so
there are a lot of questions that are not necessary for a not-for-
profit to complete.

Questions 1 - 6 - This is the standard name and address
section. It asks for the name and address of the applicant.
Remember the applicant is the not-for-profit corporation so the
name should read exactly the same as the name that appears on
the Articles of Incorporation that was filed with the state of
Missouri.

In question three the “care of" person should be the person
responsible for taking care of the taxes for the corporation. It
could be the treasurer. However, because there is turnover in the
treasurer's position, many times a not-for-profit will have
someone either under contract or designated specifically to
receive and manage tax information on behalf of the
corporation.

Question 7 - The principal officer should be someone from
the board. The most appropriate person is usually the president
or chairperson of the corporation. Whoever is listed in question
7 will also need to provide his/her social security number.

Question 8a - Mark "Other nonprofit organization" and tell
them what kind of a nonprofit corporation you are. Most non-
profits are applying as general nonprofits, so they will simply
write "general" in the blank space. You can be more specific and
state the specific type of nonprofit that you have formed.

Question 9 - Mark “Other “and write “creating a
nonprofit” in the space provided.

Question 10 - The date the business started will be the date
indicated on the Articles of Incorporation from the state of
Missouri.

Question 11 - Most not-for-profits will run their
accounting year concurrent with the calendar year. If this is the
case for your organization, write December as the closing
month.

Question 14 - Describe the purpose of the organization.
There is no need to be extensive, but it should reflect what was
written for the same question in your application for the Articles
of Incorporation. For instance, a housing group may state its
purpose as: to provide housing opportunities. Keep it simple and
specific. The corporation bylaws should also be a helpful
resource.

Questions 15 and 16 are not applicable to most not-for-
profits. However, if your organization will be selling services or
products question 16 may apply.

Question 17 - In most cases the answer will be "no."
Remember that this question refers to the not-for-profit entity,
not the person who happens to be completing the application on
behalf of the organization. However, if you are an older
organization and are uncertain whether or not an employer
identification number was issued to your organization in the
past, call the number provided above and ask them to search for
your number under the name of the corporation. This is a good
idea if your group has been an active corporation in Missouri for
several years and has just recently decided to file for 501(c)(3)
tax status.

If you answer "yes " complete questions 17b and 17c.

Where they ask for the name and title they are asking for
the name of the person who is completing the application on
behalf of the corporation and his/her title with the corporation.
Sign and date the application and send it to the address for the
Internal Revenue Service Center provided above.

Remember, even if you telephone the IRS to file the
application and receive the number over the phone, the
application must still be mailed to the Internal Revenue
Service Center at the above address.
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FORM 8718

The 8718 form is the bill. By completing this form an
organization will learn how much money they will send
the IRS for the filing fee. This form also lists the place
that the application should be sent.

For Missouri applicants send the determination letter
request Form (8718) and the 501 )(c)(3) application
(Form1023) to:

Internal Revenue Service
P.O. Box 192
Covington, KY 41012-0192

Question 3 - Type of Request

This is where you determine whether or not your
organization plans on raising a lot of money. Almost all
groups filing for a 501(c)(3) will be choosing between "a"
or "b."

Select "a" for a user fee designation if your
organization anticipates that it will remain small and
employ no staff. If there is any chance that the
corporation will receive revenues beyond $10,000 per
year in its first four years, select "b." It may be more
expensive in the short-term, but it will save the
organization headaches later should it grow.

Answer "b" if the group anticipates revenues of more
than $10,000 per year.  If a group intends to have any
staff or pursue grants, it is a good idea to go with "b." If
there is an opportunity to grow, an organization should
anticipate that it will grow early in this process so that
they can be sure to file the appropriate fee.

Answer "c" if the group is filing a "group exemption
letter." This is very rare and usually includes a separate
application process. All groups that are single, free-
standing organizations (which is the target for this
manual) will choose between "a" and "b."

The fee is non-refundable.  If your organization does
not receive the 501(c)(3) designation, you will not get
your money back.  Instead they will likely designate the
organization as a different type of not-for-profit such as
501 (c)(4) or 501 (c)(6).  They are still tax exempt but do
not have some of the other benefits such as being able to
offer tax credits to donors.

If there is any
chance that the
corporation will
receive revenues
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FORM 1023 APPLICATION

Form 1023 is the principle application for 501(c)(3).
The same application is used for other designations.  The
difference is in how the Internal Revenue Service reviews
the application.  Remember, they want to see an
organization with an educational, charitable or religious
purpose.

The purpose of this section will not be to review each
question.  There are too many and most are self-
explanatory.  In our review of this application we will
look at the sections and questions that are not as easy to
interpret and try to clarify them.

Part I – Identification of Application

1a. The name of the organization should be written
exactly the same as it is on the Articles of
Incorporation.

1b. It is a good idea to put someone’s name here.  This
should be a person who has been involved in the
preparation of the application.  This will be the
contact person for the IRS; the person who receives
the official correspondence.  In most cases, during
the process of application review, the IRS agent will
send a letter asking for clarification or supporting
documents for the application.  The person listed in
1b. should be someone who can answer an IRS
agent’s questions or find the information they are
requesting.  There is usually a deadline from the IRS
for a response from the organization, so it is very
important that the person listed here is intimately
involved in the process.

3. This person may be the same person listed in 1b.  If
not, then the person listed should be someone who
can answer questions about the application over the
telephone.  It is unlikely that the IRS will contact
your organization by telephone for clarification on an
aspect of your application.  Usually they will send a
letter to the person listed in 1b. requesting additional
information.

4. This should be the same month reported in the
application (SS4) for the Employer Identification
Number.

5. This is the date reported on the Articles of
Incorporation that you received from the Missouri

Secretary of State when you applied for not-for-profit
status in Missouri.

6. This is only a concern for not-for-profits associated
with hospitals, educational institutions, childcare
organizations, and those organizations forming
charitable risk pools.  All other types of 501 (c)(3)
applicants can skip this question.

8. Almost all not-for-profits will need to file Form
990 federal tax returns with the IRS.  It is similar
to filing a personal tax return except that the forms
are simpler and not-for-profit organizations generally
won’t have to pay a tax.  One of the main purposes of
the Form 990 is to make it possible for the IRS to
review the sources of income and expenses of the
organization in order to see whether or not the not-
for-profit organization still meets the criteria for a
501(c)(3).

9. When a not-for-profit has annual receipts of not more
than $5,000 in a year, they can often be considered
tax-exempt without filing the forms to be formally
recognized as a 501 (c)(3) by IRS and would not
have had to file tax returns in the past even if they
were several years old.  Most of the time new
organizations will apply for the 501 (c)(3) within 15
months of incorporation, so this question is only
relevant for older organizations that have not filed for
501 (c)(3) and were still required to file a tax return

10. Almost all organizations using this handbook as a
reference guide will want to select “a” to designate
themselves a corporation. Although it is the same
application for a Trust and/or Association, there are
some questions that will need to be answered a little
differently than they would for an application that
wants to be a corporation.

It is not normally advisable to file an application for a
501 (c)(3) unless there is a set of bylaws describing the
organization and its functions.  This is particularly true
if the organization will handle money.  In the bylaws the
organization can clearly describe how money will be
managed on behalf of the corporation.  Without bylaws it
may be difficult to maintain the accountability necessary
to manage the record keeping necessary for a 501 (c)(3).
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PART II -- ACTIVITIES AND OPERATIONAL INFORMATION

These three questions cause more problems for
organizations than any others on this application.  In fact,
many groups never really get past this point.  The
important thing is to answer the questions to the best of
your ability and to send the application to the IRS.  It is
not a contest, so you won’t score points by providing lots
of details regarding the activities of your organization.
Keep in mind that if they want more information they will
ask, and they will usually be specific about what they
want.  It is best to be brief and to the point.

1. When answering this question focus on the activities
that define the organization.  For example, if a
homeless shelter is applying for a 501 (c)(3), it is
important that they detail the activities and services
that they are providing the homeless.  If the shelter
also helped organize a neighborhood clean-up day
once or twice but does not do it as a regular part of its
mission, then it is not important to include.  Focus on
describing those activities directly related to the
mission of the organization and where the resources
of the organization are invested.

2. Don’t be afraid to list funding sources that are
tentative.  If there is reason to believe that someone
will contribute, then list them as a funder.  Later in
the application there will be questions related to
whether or not your funding sources will come from
public or private resources.

3. Many new organizations are confused by this
question.  Often, they do not have a formal fund-
raising program.  This question is asked because an
organization needs to think about how it intends to
garner its resources.  In order to maintain 501(c)(3)
status an organization will need to be able to show
how and where it received its funding.  So, if a
group intends to write grant so it should state that and
discuss how it intends to pursue grants.  If there will
be memberships, explain how membership drives
will be organized.  If there is going to be a letter-
writing campaign, explain how that will be organized
and submit a sample of the solicitation letter.  Keep
this as simple and direct as possible.  It is important
that your fund raising goals are clear.  They want to
be certain that your fund raising plans are in-line with
the mission of the organization.

Listing a fund raising activity in this part of the
application does not obligate you to that activity.
The goal in this section is to let the IRS know what
your plans are.  They are aware that things can
change.  However, it is important that an organization
maintain good records of its fund-raising activities.
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PART II -- ACTIVITIES AND OPERATIONAL INFORMATION

4b. Most boards will not pay board members. In fact, if
an organization is paying its board members, it is
unlikely it will be approved. The organization can
pay certain expenses but for most not-for-profits it is
not a good idea to have a paid board. A not-for-profit
can (and often does) have paid staff members. These
staff people are generally answerable to the board of
directors.

4c. Public officials can serve on not-for-profit boards.
What the IRS wants to know is whether or not there
is a position on the board of directors specifically for
a public official. For example, a local housing
corporation may have a person on the board who is
also on the city council.  The IRS wants to know if
they are on the board as a representative of the city
council or if they are someone who is a board
member who happens to be a city council person.  If
they are representing another organization, you need
to explain how that relationship works.  Does the seat
on the board go with the elected office? If so, how
does that transition take place when a new person is
elected to the city council?  Sometimes a person will
serve on a community board and get elected to a
public office at a later date. It may not be necessary
for that person to resign from the board (although it
might be advisable for the organization not to be
identified with any one political figure).

There are two principal concerns. One is that the
organization is not considered a political
organization. That is they are not in the business of
supporting political candidates or causes. The other is
to make sure that the organization is not simply an
arm of the government.  So, if there is someone
serving on the board of directors as a representative
of the government, it is important to explain why it is
necessary to have this representative on the board.

4d. This question refers specifically to foundations
making application for a 5O1(c)(3). Unless the
organization is applying for 5O1(c)(3) status as a
foundation, mark, "no." It is not recommended that
an organization that wants to be organized as a
foundation complete this application without legal
assistance even though the application is the same.
The way the application is evaluated is different and
the financial components in section four become
more complicated. Professional assistance is
strongly encouraged for gaining exempt status for
a foundation.

5. Sometimes a new organization is created by an older
organization for a very narrow purpose but it is still

part of that other organization. For instance, a
housing organization may host a house tour event.
Over time that event becomes large and may require
a separate budget, fund-raising strategy and staffing.
The housing corporation may decide to create another
organization just for the tour but may still want to
control the staff and the budget.  If something like
this is the case, then answer "yes." If the board will
be independent of another organization (even if it
was started by another organization), answer "no."

If the organization is a chapter of a larger
organization, was started by another organization, or
maintains some affiliation with another organization,
then answer this part "yes" and explain what the
connection is to that other organization. The IRS
wants to know who is making the decisions
(particularly financial decisions) for the organization.

6. If another organization (other than another 501(c)(3)
organization such as a government agency or a
business)  is providing any assistance, such as a
telephone, office, funding, etc., mark this one "yes."
It is important that all relationships with other
organizations involving the sharing of resources are
explained.

7. If another organization provided resources to help
this new organization get started, note this fact. This
is particularly important if the assistance was in the
form of a loan. In addition, sometimes a new group is
started to support the efforts of another organization.
If there are formal links to another organization, it
may be a good idea to see if there are any
expectations from the new organization.
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PART II -- ACTIVITIES AND OPERATIONAL INFORMATION

8. New organizations may not have many resources.
However, if a building (or office space), computer,
office supplies, telephone or anything else was
donated to the organization and it is being used by the
organization to conduct its business, it needs to be
listed in this space.

9. This may be tough to judge for a new organization. If
there is no plan at the time of the application to have
a tax-exempt bond issue, mark this "no." If the
organization is planning to work with local
government on certain development projects, it is a
good idea to visit with the government officials to see
if a bond may be a possibility in the near future as a
funding source for a project.

10a.Answer "yes" if you believe you will have someone
else manage your facilities.  If you don’t have any
facilities or if you will manage them yourselves
answer “no”

10b.Answer “yes” if you rent space for your organization
or have a long term lease on a facility.  Answer “no”
if you don’t have any leases or contracts.  Answering
“no” to this question does not mean that your
organization can’t enter into contracts or leases at a
later time.  They are interested in what kind of
obligations you have at the time of your application.

11. If the organization is a membership organization,
answer these questions as completely as possible.
Parts "a" and "c" should be part of the bylaws. If
the organization has not thought through some of
these issues, it is advisable to hold off on making
the 501(c)(3) application until they have been
answered for the organization. Sometimes an
organization is not sure whether it is a member
organization or not. Some community groups and
others are open to people in the community but there
are no requirements for belonging to the
organization. A group may be a membership
organization even if there are no dues. If the
membership plays any role in decision-making (even
if it is simply to elect a decision-making board), then
it is a membership organization.  The IRS wants to
make sure that if you are a membership organization
that you are not establishing membership criteria that
discriminate based on race, religion, ethnic origin or
other protected classes.  In addition, they want to be
certain that the services of the organization are not
provided solely to the members.

12. If the organization is going to be providing services
to specific groups of people, it needs to be sure that
the policies for selecting who will receive services is
fair to everyone who would be eligible for those
services. If there are going to be specific criteria for
participating in a program, those criteria must not put
anyone at a disadvantage based on their race,
religion, ethnic origin or other protected classes.

13. Politics and the role of a 501(c)(3) are watched
very closely. A 501(c)(3) should not support
individual candidates. They are permitted to provide
education on a subject that may be included in a
ballot initiative provided it is related to the purpose of
the organization and it does not spend a large percent
of its time and resources on this endeavor.

14. Endorsing a campaign, promoting or opposing a
candidate, or promoting or opposing a ballot
initiative is intervening in a political campaign. A
501(c)(3) will need to be very careful about getting
involved in politics.  A 501 (c)(3) cannot commit a
substantial portion of its resources to political
campaigns or causes.  It is also important to note that
if a member of the organization decides to get
involved in a political campaign, they must not do so
on behalf of the organization.  They can do it in
another capacity but not on behalf of the 501(c)(3)
corporation.

Members of the organization will need to be sure to
keep their political activities separate from their
charitable activities.
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PART III -- TECHNICAL REQUIREMENTS

The IRS expects that most not-for-profit corporations will
apply for 501(c)(3) status at some point in their
organization's history, particularly if the organization
plans to handle financial resources. Questions one through
seven are an attempt to find out why a group has not filed
and whether or not it is still eligible to file. If your group
is older and has not filed for a 501(c)(3), don't get too
worried. Most not-for-profit organizations are still
eligible.

1. Most groups will be new enough to answer this
question "yes." If not, then answer question 2.

2. If you don't meet the criteria of a, b, or c; don't get
too worried yet. Go to question 3.

3. If the organization is less than 27 months old, check
"yes" to this question. Keep in mind that the age of
the organization refers to its time as a formal
corporation. There are many groups that are older but
did not formally incorporate until they decided to file
for a 501(c)(3).

4. This will generally cover most organizations that are
older than 27 months. "Reasonable action and good
faith" generally means that if the IRS has not
contacted the organization about filing for a 501C3
then the organization can be automatically exempt
from the time requirements for filing the application.
This will cover just about everyone. However, an
organization older than 27 months that has not filed
and has been contacted by the IRS for not filing can
still be eligible if they didn't file the application
because of intervening events beyond their control;
they acted in good faith but were not aware of the
filing requirements; did not file because they were
advised by the IRS not to file; or, they did not file
because a qualified tax professional failed to file the
forms or failed to see to it that the organization filed
the forms.

5. If for some reason an organization cannot be covered
by the "reasonable and good faith" section then it can
still qualify if the organization is willing to start over
as a new organization beginning from the time the
application is filed as long as the organization would
not be liable for taxes to the Internal Revenue
Service. Please keep in mind that if you decide to do
this that it will impact how you answer a later
question (Part III, question 10.) It may be a good idea
to refer to question 10 in Part III, before deciding
whether or not to answer "yes" to question 5 and
completing question 6. If the organization would like

a definitive ruling (see question 10), it is a good idea
to see if you can answer 4 "yes" and skip questions 5
and 6. If an organization is comfortable with an
advance ruling, it is fine to answer "no" to question 4,
and "yes" to question 5, and answer question 6.  (See
page 48 for discussion on advance and definitive
rulings.)

6. This is kind of an odd question to figure out. What
they want you to do is if you answer question 5;
"yes" then the IRS wants you to file the paperwork
for a not-for-profit corporation that would cover the
tax liabilities of the organization's history. What this
means is that from the time you file the 1023
application you are acting like a brand new
organization beginning the date the IRS receives your
application. However, since you have been operating
as a not-for-profit corporation but never filed for a
501(c)(3) in order to be a not-for-profit that was tax
exempt you have to have on file something that
covers your tax liability prior to filing for the 501
(c)(3). So, they want you to send in the first page of
the 1024 form, which is the form the other not-for-
profit corporations who don’t intend to be 501 (c)(3)
corporations have to file with their applications.
These are organizations like Labor Unions and
Business Associations that are not-for-profits but
aren't eligible to give donors tax deductions for their
contributions. If an organization decided to go this
route, they must remember that contributions they
received up to the time the application for the
501(c)(3) was filed were not tax deductible.
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PART III -- TECHNICAL REQUIREMENTS

7. It is important to note that if the organization will be
operating as a foundation, it should get some legal
advice regarding the filing of the application. Since
the financial management requirements may be
significantly more rigorous for a foundation, it is an
excellent idea to have an attorney or accountant at
least review the application. Your answers to
questions 7 and 8 will help the IRS determine how to
review your application.  If you do not want your
application reviewed as a foundation, mark “no” for
both questions 7 and 8.

8. Schedule E is included in the 1023 application if your
organization wants to be a private operating
foundation. Again the process of applying to be a 501
(c)(3) foundation is beyond the scope of this
workbook.  It is essential that groups intending to do
so get legal and financial assistance.

If your organization is not going to be a foundation,
the IRS will want to know how to classify the
organization.  Certain classifications need to submit
additional paperwork with their application.   If your
organization is in a classification that needs a
supplemental schedule such as a health care or
religious organization, it will say so next to the
classification.  If there is no schedule listed next to
the classification that best describes your
organization, you will not need to complete a
schedule.  All the schedules are included in the 1023
application.

9. Most community organizations that are not
foundations will answer this question with "h", "i", or
"j".  If most of the organization's resources come
from publicly supported organizations or
government, select "h". If less than one-third of the
organization's resources come from publicly
supported organizations or government, select "i". If
you aren't sure yet what the breakdown will be,
select "j."
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PART III -- TECHNICAL REQUIREMENTS

This is one of the most important parts of the application.
How the IRS reviews your application is heavily
influenced by your answers to questions 10 – 14.  Please
pay close attention to the questions and think very
carefully about how you want to answer them for your
organization.  Read through all the questions on this page
before you begin to answer any of them.  You may
change your mind about how to answer question 10 after
you read through the other questions.

10. A definitive ruling means that you want the IRS to
review the application and based on the materials
submitted with the application to decide whether or
not the application should be accepted.  An advance
ruling differs in that the IRS will review your
application and if they think that the organization
meets the requirements of a 5Ol(c)(3) they will issue
a determination letter that says “yes, we believe this
organization meets the basic requirements of a 501
(c)(3) but we want to watch it for a couple of years to
determine whether or not they should be granted the
status permanently.  At the end of the time period
prescribed in the letter, if the IRS does not see
anything unusual, the organization automatically is
granted the 5Ol(c)(3) status permanently. In the case
of an advance ruling the organization has all the
rights and responsibilities of a 5Ol(c)(3) during the
review period. In fact, a not-for-profit may be able to
act as a 5Ol(c)(3) beginning at the time the
application is submitted. If a funder needs a tax
number, you can give them the employer
identification number that the organization was
assigned after filing the SS 4 form. In fact, this is the
number that needs to be provided all funders who
would like to receive the tax benefits for contributing
to a charitable organization.

It is generally advisable for organizations to go with
an advance ruling. It is possible that the review agent
will more closely scrutinize the application for a
definitive ruling. In addition, it is a good idea for a
newer organization to allow for that additional
scrutiny as a check on the financial record keeping of
the organization.  Some people who have worked
around not-for-profits for a long time believe that it is
rare for the IRS to follow-up with an organization
once it has granted an advance ruling.  For a new
organization this is really the only way to go.  It will
make the process of being granted 501(c)(3) status
much simpler and maybe even faster.

11. Unusual grants are contributions or grants to the
organization that don’t occur regularly.  They are
normally funds that an organization will only receive

one time such as a bequest or for a short-time, such
as a 2 year grant for a specific project.

12. This can be a test of an organization’s record keeping
system.  The IRS wants fairly detailed information
about the sources of your organization’s funding.  If
someone is contributing an amount larger than 2% of
the budget, they want a list of those contributors.  If
your organization has not been collecting this type of
information and are interested in a definitive ruling,
you may need to reconsider at this point.  It would
also be a good idea to revamp your record keeping to
note donors, dates that donations were made and the
amounts.

13. This is another test of the record keeping of an
organization.  If you have a small organization with
good record keeping and fairly small contribution
amounts, applying for a definitive ruling by selecting
either question 12 or 13 may make sense for your
organization.  However, for most groups an advance
ruling makes the most sense.

14. Go through the list and select any of the items that
might apply to the organization. In the case of a
community organization it is likely that the answer
will be "no" for each item. If one or more of the items
in this question are answered "yes," complete the
corresponding schedule (an additional one-page
form) in the back of the instruction booklet.
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PART IV -- FINANCIAL DATA

The financial section tends to be another section that
generates lots of fear.  In this application there are two
financial reports required. One is a budget worksheet and
the other is a balance sheet.  The first is the budget

Statement of Revenue and Expenses

If a group is new, it is much simpler to complete the
budget sheet because the group needs only to complete
the current year and propose a budget for the next two
years. If the group is older, it requires the current year and
previous years, going back three years. This can be a test
for many not-for-profits that have not maintained accurate
record-keeping systems. As a word of advice, complete
the form as best you can and make sure the record
keeping improves.

Questions 1 through 13 refer to income for the
organization

Most of these are self-explanatory. The following are
some notes regarding those points that most often give
people problems with this section.

1. These are funds received from grants and
contributions that are not unusual. They could be
funds received from a government agency (unless the
funds are being provided to the organization in order
for the organization to provide a specific public
purpose), grants from another organization or a
foundation. The tricky part for grants is whether they
should be included here or in number 12 under
unusual grants. The rule of thumb is that if the money
is something that comes in fairly reliably from a
funder and is not a one-shot deal or part of a
temporary (even multi-year) program then it should
be listed here.

4. Income from an organization's unrelated exempt
activity is funds that are earned but not because of a
service provided related to the organization's purpose.
For instance, an organization may have a large
meeting room that it will rent for events. The money
earned on the room rental should be listed here.

9. This may include income from services provided and
monies earned from fund-raising that have not yet
been reported (except for unusual grants). Services
may include charges assessed for participating in a
program. Make sure to include an estimate of in-kind
assessments. For instance, a shelter may require that
program participants contribute a portion of their

food stamps. A dollar value should be estimated for
these contributions.

12. Unusual grants are those funds that are unusual for
the organization. If a contribution is a one-time deal
(such as a bequest), or is temporary (like a three-year
grant from a foundation for a specific project), or
significantly changes the annual income for one year
(such as sponsors for a one-time event) then list them
here. These are contributions not normally considered
part of the regular budget

Questions 14 through 23 relate to expenses.

This can be tricky if the records aren't the best.  If the
records are not good and receipts are not available,
estimate these expenses as best you can. However,
from now on the records must be accurately kept
and archived.

15. They want you to list grants and contributions you
made to other organizations.

16. Compensation of officers is closely scrutinized.
Please give them complete information, keeping in
mind that board members and officers are supposed
to be donating their talents.  Expenses can be
reimbursed but must be carefully documented.

18. List the salaries and wages for all staff.  If you are
projecting, anticipate what you will spend on salaries.
Remember that benefits also count as salary.

21 If the organization has a resource that can be
depreciated such as a building, that depreciation
should be listed here.

22 List all other expenses that the organization currently
has commitments to pay as well as those they can
anticipate.
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PART IV -- FINANCIAL DATA

In this section the IRS wants to get a sense of what the
organization is worth at the time of the application.  The
IRS wants to see the types of resources that are available
to the organization as well as the liabilities that the
organization has acquired.

Balance Sheet

Many of the items listed here are self explanatory.  Many
newer organizations are not likely to have much money or
many liabilities.  They have not had time to acquire either
assets or liabilities.  For these groups this should be fairly
straight forward and simple.

1. The IRS wants to know how much money is
available to the organization in cash, checking and
savings accounts.

2.  If a potential donor has pledged money but has not
yet given it to the organization, include it in line two
"accounts receivable."

3. If your organization owns anything of value that it
intends to sell, include the value of these items.

4. This is where the organization should list the value of
stocks or bonds that someone has pledged to your
organization. These would be stocks pledged but not
yet received.  Sometimes stocks are left to
organizations from an estate or trust that may take
time to transfer to the organization.  In this case the
organization knows it will receive the resources, but
the transfer has not been completed at the time this
application is filed.

5. If the organization owns stocks, they need to be
listed. Include the number of shares and their value at
the time this application is submitted.

6. This might be an issue for an organization involved
in housing. If the organization holds a mortgage on a
property, they should include the value of that
mortgage(s) here.

10. List all assets that you own that may have value.

12. List the bills (such as rents and utilities) that may not
have been paid yet at the time the balance sheet was
completed.

13. This includes contributions that have been pledged or
committed at the time of the application but have not
been paid.

14. If you own a property or vehicle that you are making
payments on, please list the amounts of the payments
and list the schedule. They want to get a sense of
your debt load.

15. List all your other debts or liabilities.

The IRS wants to
see the types of

resources that are
available to the

organization as well
as the liabilities that
the organization has

acquired.
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FORM 872 - C

This form needs to be completed by organizations
that decided that they want the IRS to give them an
advance ruling (please see page 48, question 10 regarding
advance rulings and definitive rulings).  Organizations
that will be filing for an advance ruling will need to
prepare two original, signed copies of this form.

Completing the form is a fairly simple process. The
ending date of the first tax year would be the year ending
the first time that a form 990 (the annual tax return for a
not-for-profit organization) was filed. If the organization
has never filed a 990 form, the ending date of the first
year is the end of the current fiscal year (whenever that is
for the organization).  For most organizations the fiscal
year is likely to be the end of the current calendar year
unless the bylaws specify a different fiscal year.

The form 872-C is essentially a permission slip.  By
signing and submitting the form with the 1023 application
the organization is telling the IRS that they can monitor
the organization for a fixed period of time to make sure
that they will be operating as a 501(c)(3).  In return the
IRS will grant the organization all the rights and
privileges of a 501(c)(3).

From a practical standpoint this changes very little
for the organization applying for 501(c)(3).  They will
still review the application and make a determination.
The difference is that instead of receiving a letter that says
that the organization is a 501(c)(3) they will receive a
letter that states they are provisionally granted 501(c)(3)
status for the following time period.

At the end of the time period, unless the IRS contacts
the organization with questions about the operation of the
organization, the organization will receive a letter from
the IRS that changes the organization from provisional to
full 501(c)(3) status.  There are no differences in rights or
responsibilities except that the IRS will need to go
through more formal procedures should they want
information from your organization outside the annual
filing submitted on the 990 form.

The form 872-C is
essentially a

permission slip.  By
signing and

submitting the form
with the 1023

application the
organization is

telling the IRS that
they can monitor the

organization for a
fixed period of time
to make sure that

they will be
operating as a

501(c)(3).
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PROCEDURAL CHECKLIST

The procedural checklist is to help make sure that
everything for the application is included. It will speed up
the review process if the IRS receives everything it needs
the first time.

It is important to carefully read through the checklist and
make sure that you have all the materials.  If something is
missing it can delay your entire review process by
weeks—sometimes months.

In addition to what is listed in the procedural checklist
also make sure that you have:

���� Articles of Incorporation from the state of Missouri

These articles should have two pages.  The first will
be the actual articles with the Secretary of State’s seal
stamped on it.  The second page needs to include the
purpose and dissolution clauses discussed on page
27.  Not including these two clauses with the
Articles of Incorporation is one of the most
common reasons an application is delayed.

���� The most current (adopted, signed, and dated) bylaws
of the organization

Be certain that the page of your bylaws with the dates
and signatures is included in the copy of the bylaws
that you send. If they are not included the review
process will be delayed.

���� Supporting materials as requested in the 1023
application such as advertisements and brochures
that the organization has used in its course of
business

There are several sections in the application where it
might be necessary to provide additional
information.  Go through each part of the application
and make sure you are including all the information
the IRS is asking for.

���� Schedules (if your organization needs to file a
schedule)

���� Forms 1023, 872-C, 8718

These are the actual applications.  The 1023 is the
501(c)(3) application, the 872-C is the permission
form for the advanced ruling, and the 8718 is the bill.
Don’t forget to include your check.

���� Make sure the Employee ID Number is on the front
of the 1023 application
It is important to
carefully read
through the
checklist and make
sure that you have
all the materials.  If
something is
missing it can delay
your entire review
process by weeks—
sometimes months.
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CONCLUSION -- ADDITIONAL RESOURCES

We hope that you have found this guidebook helpful in understanding the process your organization should
follow in pursuit of a 501(c)(3) designation.

As part of the electric cooperative's ongoing commitment to improving the quality of life for all Missourians,
Associated Electric Cooperative has created a series of resource materials related to fund-raising for not-for-profit
organizations.

Through a public-private partnership arrangement, the following resources are available from either of these
contacts:

Mark Woodson, Associated Electric Cooperative Inc., Box 754, Springfield, MO 65801-0754, (417) 881-1204, e-
mail: mwoodson@aeci.org, or John Gulick, Missouri Department of Health, CHART, Box 570, Jefferson City,
MO 65102-0570, (573) 751-6750, (FAX) 573-526- 7646, e-mail: gulicj@mail.health.state.mo.us

1. Mobilizing Community Resources

This publication was written by a team from the Nebraska Community Foundation, including Vicki Luther
and Milan Wall of the Heartland Center for Leadership Development and Paul Strawhecker. The publication
covers topics such as:

-Organizing an ad hoc committee -Tapping local resources
-Identifying community priorities -Making your case
-Building community consensus -Marketing your plan

2. The Local Foundation Vision Video

A two-and-a-half-hour program produced by Associated Electric Cooperative with segments on:
-The history and growth of community foundations
-The steps to creating a community foundation
-Three models of community foundations
-Panel discussion talking about the unique opportunities provided by a local community foundation

3. Capital Campaign Implementation

This publication was written by Paul Strawhecker, a nationally recognized fund-raising consultant, and covers
such topics as:

-Components of a development program  -The role of a feasibility study
-The roles of board, volunteers and staff -Campaign overview and plan
-Should you use a consultant? -Organizing the campaign solicitation process

4. Development Assessment and Planning

This publication will cover the following topics:
-Creating a development program -Coordination of capital campaigns
-Annual campaign plan and implementation -Inventory of current fund-raising efforts
-Creating and maintaining a bequest program
-Balancing your short- and long-term development efforts

mailto:gulicj@mail.health.state.mo.us
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If you would like to receive a copy of any of these resources or additional copies of “Creating a 501(c)(3)”, please
contact Mark Woodson at the address listed above or Sharon Gulick:

Sharon Gulick, Manager
Office of Business Information
Missouri Dept. Economic Development
P.O. Box 118
Jefferson City, MO  65102
Phone:  573/751-4892
Fax:  573/526-2416
web:  http://www.MissouriDevelopment.org

Ordering IRS Tax Forms:
1. Call (703) 321-8020
2. Contact the IRS Website at: http://www.irs.ustreas.gov/
3. For FTP forms go to ftp.irs.ustreas.gov
4. Fax Forms through your Fax machine, dial (703) 487-4160.

Missouri Resources

Secretary of State
This office can answer questions about incorporating in the state of Missouri as a not-for-profit and provide the
applications and amendment forms. There are four sites in Missouri:

Missouri State Information Center Wainwright State Office Building
600 W. Main / PO Box 778 111 N. 7th Street, Room 225
Jefferson City, MO 65102 St. Louis, MO 63101
(573) 751-2359 or 751-4544 (314) 340-7490

Springfield State Office Building Kansas City State Office Building
149 Park Central Square, Room 1019 615 E. 13th Street, 5th Floor
Springfield, MO 65806 Kansas City, MO 64106
(417) 895-6330 (816) 889-2925

Forms are also available on the Secretary of State’s Website:
http://mosl.sos.state.mo.us/forms/sosforms.html

Employer Identification Numbers
If your corporation needs an Employer Identification Number (EIN) an application may be obtained and sent to
the address listed below. This application may also be made over the telephone by calling the number listed after
the address. An EIN is required for all 501(c)(3) applications regardless of whether your corporation has
employees.

Attention: Entity Control
Stop 57A
2306 E. Bannister Road
Kansas City, MO 64131
(816) 926-5999

http://www.irs.ustreas.gov/
ftp://ftp.irs.ustreas.gov/
http://mosl.sos.state.mo.us/forms/sosforms.html
http://www.MissouriDevelopment.org
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Internal Revenue Service
The application for the 501(c)(3) (Form 1023 and others) and all supporting documents must be sent to the
address below (with the appropriate fee).

Internal Revenue Service
P.O. Box 192
Covington, KY 41012-0192

Best wishes to your not-for-profit organization.
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